COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:
THE REVIEW OF BELLSOUTH )

TELECOMMUNICATIONS, INC. ) Case No. 2003-00304
PRICE REGULATION PLAN )

MCI’'S COMMENTS

MCI WorldCom Communications, Inc. (“MCI”), by its undersigned
counsel and in accordance with the Commission’s September 13, 2003 order in this
proceeding, submits its comments on BellSouth’s proposed modifications to its price
regulation plan described in BellSouth’s tariff as the Company Transition Regulation
Plan (“TRP”).

The TRP’s stated purposes include “the added flexibility [for BellSouth] to price
competitive services...and respond to a changing marketplace”, and to “(e)nsure that the
potential introduction of competition to all markets in Kentucky is not hindered by the
Plan.” General Subscriber Services Tariff (“GSST”) A36.1.1.B.5 & 7. In addition, under
the current TRP BellSouth has permission to lower prices “below long-run incremental
cost to meet the equally low price of the competitor.” GSST A36.1.3.B.3. Under the
plan, BellSouth’s intrastate-switched access rates are to mirror the interstate rates. GSST

A36.1.3.C.2.

There have been substantial changes since the Commission last reviewed
BellSouth’s price regulation plan. In the last three (3) years the most significant change

to the telecommunications marketplace in Kentucky has been BellSouth’s entry into



providing in-region interLATA service. What remains the same, however, is that the
price that companies pay for use of the networks of BellSouth and other ILECs still
depends on who the company is, and how it plans to use the network.! For example, as
illustrated in attachment A, the price that MCI pays BellSouth to terminate a switched
access call is significantly higher than the price that other companies pay BellSouth to do
exactly the same thing. As such, it is axiomatic that these rate differences have no basis
in economic cost, and the fact that such rate differences exist demonstrates that BellSouth

maintains market power sufficient to permit rate discrimination.”

This matter is now of critical importance due to BellSouth’s entry into the
interLATA market because it is able to levy above-cost inter-carrier compensation
charges on competitors, while enjoying cost-based access itself and retail pricing
flexibility, as described above. Even without considering the effect from a price squeeze
resulting from the disparity between access rates and BellSouth’s retail prices, the
disparity in dollars between access rates ($.002158) and local interconnection switching
($.0011971), when multiplied by millions of minutes each month, is substantial.
Meanwhile, BellSouth proposes that this disparate treatment of inter-carrier rates for

essentially the same function continue in perpetuity.

The issue, then, is really a symptom of a larger problem — that traditional
regulatory policies concerning compensation for communications services are structurally

flawed in today’s competitive environment. With the bundling of different types of

! This situation is analogous to the price of a hammer at a hardware store depending on what side of

the railroad tracks the customer comes from and whether the customer plans on using the hammer to build
a house or build a fence.

2 See, e.g., Access Charge Reform, First Report and Order, 12 FCC Rcd. 15982 9 344-45 (1997).



services by innovative carriers and the increasing use of information services, disparate
rates based solely on outmoded definitions make little sense. Indeed, only a uniform
compensation scheme predicated on economic costs can be sustained and defended as
competitively and technologically neutral. The current inter-carrier compensation regime

is untenable, inequitable, and is increasingly anti-competitive.

Regulators today are charged with establishing and enforcing policies that
encourage market forces to meet consumers’ needs in innovative and cost-effective ways.
Such policies must embrace the task of regulating bottleneck facilities such as the “last
mile,” because it is through control of such facilities that ILECs exercise their substantial
market power to the detriment of competition. Moreover, policymakers must embrace
the concept of regulating bottleneck facilities, such as the last mile, and not the services

being provided over the bottleneck facilities.

The optimal solution, then, is to discard this outdated patchwork of inter-carrier
compensation rules for a simple, rational, cost-causative, technology-neutral approach.
This would encourage both the introduction of new telecommunications services and
technological innovation. The current, flawed inter-carrier compensation regime
embodied in the TRP should be reformed substantially so that compensation is always
based on economic costs instead of on the basis of artificial constructs such as
jurisdiction, market sector or technology being used to deliver the telecommunications
traffic. The key to a rational and sustainable compensation regime is that the chosen
methodology applies to all traffic regardless of its jurisdiction. Indeed, the goal of reform
is to eliminate artificial distinctions among different types of traffic and to create a

uniform inter-carrier compensation regime such as a single cost-based per-minute charge



for call termination, or single cost-based rate per connection charge, or bill-and-keep.
The current TRP thwarts this goal by excluding access services from the Industrial
service category. Consequently, before BellSouth is allowed to continue its Plan
indefinitely, the Commission should require BellSouth to consolidate access services into
the Industrial category and should cause BellSouth to lower its switched access rates to
those imposed by it for UNE switching. This review of the TRP presents the opportunity
for the Commission to undertake reform of the existing inter-carrier compensation

regime, to ensure that rates are based on economic cost.

Respectfully submitted,

M

Kennard Woods C. Kent Hatfield '

Senior Attorney Douglas F. Brent

MCI TELECOMMUNICATIONS MIDDLETON REUTLINGER
Suite 8100 2500 Brown & Williamson Tower
1200 Peachtree Street, N.E. Louisville, Kentucky 40202

Atlanta, GA 30309

COUNSEL FOR MCI WORLDCOM COMMUNICATIONS, INC.



CERTIFICATE OF SERVICE

A copy of the foregoing was served this 10" day of October, 2003, first class,
United States mail, postage prepaid, upon all parties identified on the Commission’s

service list in Case No. 2003-00304.

Honorable Jonathon N. Amlung
Attorney at Law

1000 Republic Building

429 W. Muhammad Ali Boulevard
Louisville, KY 40202-2347

Deborah Barrett

Vice President, Regulatory
One Call Communications, Inc.
dba AdvanTel, et al

Suite 100

801 Congressional Boulevard
Carmel, IN 46032

Honorable J. Phillip Carver
Counsel

BellSouth Telecommunications, Inc.

Suite 4300, BellSouth Center
675 West Peachtree Street, N.E.
Atlanta, GA 30375

Honorable Ann Louise Cheuvront
Assistant Attorney General

1024 Capital Center Drive
Frankfort, KY 40601-8204

Ms. Joan A. Coleman
Vice President/Regulatory/External

BellSouth Telecommunications, Inc.

601 West Chestnut Street
Room 410
Louisville, KY 40203

Ny~

Douglas F. Brent

Larry Barnes

Director of Regulatory Affairs

Broad Wing Telecommunications, Inc.
1122 Capital of Texas Highway South
Austin, TX 78746-6426

Honorable Richard M. Breen
2950 Breckenridge Lane
Suite 3

Louisville, KY 40220

Honorable Dorothy J. Chambers
General Counsel/Kentucky
BellSouth Telecommunications, Inc.
601 West Chestnut Street, Room 410
P. O. Box 32410

Louisville, KY 40232

Laura Clore

Regulatory Manager

One Call Communications, Inc.
dba OPTICOM

801 Congressional Blvd.

Suite 100

Carmel, IN 46032

Dr. Mark Cooper
Citizens Research

504 Highgate Terrace
Silver Spring, MD 20904



Dr. Bob Davis
113 Pebble Beach
Georgetown, KY 40324

Mr. Thomas Deward
Certified Public Accountants
Larkin And Associates

Six Concourse Parkway
15728 Farmington Road

MI 48154

Jennifer Goldston

Regulatory Analyst

VarTec Telecom, Inc.

dba Clear Choice Communications
1600 Viceroy

Dallas, TX 75235

Scott E. Beer

Director & Counsel

Industry & Corporate Affairs
ICG Telecom Group, Inc.

180 Grand Avenue, Suite 450
Oakland, CA 94612

Dr. Marvin Kahn

Exeter Associates

12510 Prosperity Drive
Silver Spring, MD 20904

Carol P. Kuhnow

Regional Director, Policy & Law
Qwest Government Affairs

4250 N. Fairfax Drive, 5™ Floor
Arlington, VA 22203

Julie Davis

Regulatory Manager
BLT Technologies, Inc.
c¢/o MCI WorldCom, Inc.
6 Concourse Parkway
Suite 3200

Atlanta, GA 30328

Mr. Ben W. Fincher

Sprint Communications Company L.P.
Southeast Division

3065 Cumberland Blvd.

Mailstop GAATLD0602

Atlanta, GA 30339

Honorable John N. Hughes
Attorney At Law

124 West Todd Street
Frankfort, KY 40601

Kathleen M. James
1220 Hawthorne Lane
Lawrenceburg, KY 40342

Eric Kremer

Tax & Audit Manager

One Call Communications, Inc.
dba OPTICOM

801 Congressional Blvd.

Suite 100

Carmel, IN 46032

Demara Madison

Regulatory Compliance Coordinator
Cable & Wireless USA, Inc.

1130 Connecticut Avenue, NW #1201
Washington, DC 20036



Honorable Thomas A. Marshall
Attorney At Law

212 Washington Street

P.O. Box 223

Frankfort, KY 40601

Honorable Ken Woods
MCI WorldCom

6 Concourse Parkway
Suite 3200

Atlanta, GA 30328

Michael Nighan
Director, Regulatory Affairs

Frontier Communications of America, Inc.

180 South Clinton Avenue
6th. Floor
Rochester, NY 14646

Darrell Maynard
President

SouthEast Telephone, Inc.
106 Power Drive

P.O. Box 1001

Pikeville, KY 41502-1001

Honorable Holland N. McTyeire, V
Attorney at Law

Greenebaum Doll & McDonald PLLC
3300 National City Tower

101 South Fifth Street

Louisville, KY 40202-3197

Honorable W. Brent Rice
Attorney At Law

McBrayer, McGinnis, Leslie and
Kirkland, PLLC

201 East Main Street

Suite 1000

Lexington, KY 40507
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